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ECONOMIC TRENDS REPORT 


SUMMARY 


Oman's economic growth in 1976 has slowed from the frenetic boom fol- 
lowing the quadrupling of oil prices in 1974. Petroleum production will 
start falling next year from its 1976 average of 368,000 barrels a day. 

The Oman Government is encouraging a large exploration program in Dhofar 
and hopes that offshore discoveries will help compensate for declining 
production in the north. Government efforts to move from sole reliance on 
crude oil into areas such as minerals, agriculture, and manufacturing in- 
clude plans for a medium-sized copper industry based on local deposits 
and the development of a sizeable fishinglindustry. A $90 million pipe- 
line project to transport natural gas from the interior to the capital area 
will substantially assist industrial development. 


The Government in 1976 strengthened its system of budgeting and main- 
tained firm controls on public spending. The Central Bank of Oman placed 
commercial banking in a more orderly framework. A Five Year Plan emphas- 
izing revenue-generating projects and regional development was initiated. 
While Government spending remains the main impetus of economic growth, 
the Government seeks to stimulate investment by private companies to 
compensate for the decline in Government infrastructure projects. 


Orderly rather than rapid growth and a stable level of imports means that 
American firms will face even tighter competition from British, German, 
French, and Japanese companies. Nonetheless, opportunities are good 

for sales of transportation and construction equipment, automobiles, 
electrical equipment, and foodstuffs. Substantial new construction jobs 
should arise with the development of Dhofar and the completion of the nat- 
ural gas pipeline project. American companies have already achieved sig- 
nificant representation in petroleum-related services, finance and account- 
ing, and in providing technical assistance to infrastructure development. 





KEY ECONOMIC INDICATORS 
(All values in milliens ef dellars unless etherwise indicated) 
Exchange Rate: U.S. $1.00 = .345 Rials Omani 


CY-74 CY-75 % Change CY-76 
Inceme and Preductien 
GNP at currert prices 1397.5 1767.3 26.5% 1810.0 
Geverament investment 372.1 501.7 34.8 742.0 
Private investmeat 90.8 96.9 6.7 168.0 
Crude eil preductien (000 b/d) 290.0 341.0 7.6 368.0 


Meney and Prices 
Meney supply (currency and demand 

depesits) 146.4 207 .6 
Quasi~meney (time and savings 

depesits) 106.7 110.8 3.8 
Interest rates (median bank rates 

en short-term leans) NA NA NA 
Selected retail prices (1972=100) 226.0 260.0 15.0 


Gevernmmeant Finance 


Reveanues (actual) 903.4 1331.9 47.4 
Expenditures (actual) 1059.7 1436.9 35.6 
Budget surplus er deficit (actual) -156.2 -105.0 -32.8 


Trade and Balance ef Payments 

Official fereign exchange reserves 201.2 240.7 19.6 
Cemmercial bank assets -66.2 -141.8 114.2 
Net fereiga assets 135.0 98.8 -26.8 
Net external grarats and leans 369.5 190.9 
External debt repayments 17.7 1375.0 
Basic balaace ef paymeats -36.2 189.6 
Gevernmernt eil revenues 1082.0 28.0 
Other experts 3.0 150.0 
Experts te U.S. (cif) 58.4 180.8 
Imperts (cif) 1045.2 77.5 
Imperts frem U.S. (fas) 74.7 104.7 
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NOTE: Main U.S. expert®are censtructien equipment, tramspertatien equip- 
ment, iren pipe. 
The eil secter is treated as nen-resident due te the unavailability ef 
cemplete data regarding its transactions. 
E - Estimated B = Budgeted * - as ef 9/30/76 #k = as ef 7/31/76 


Seurces: 

Central Bank ef Oman 

International Bank fer Receastructien and Develepmeat 
U.S. Departmeat ef Cemmerce 





PETROLEUM AND MINERALS 


Oil continues to be the mainstay of Oman's economy, accounting for vir- 
tually all exports and 70 percent of GNP. Production rose 8 percent in 
1976, and Government revenues derived from oil rose 25 percent to a level 
of $1.3 billion. According to a 1974 participation agreement, the Oman 
Government is entitled to 60 percent of the production of Oman's only oil- 
producing company, Petroleum Development (Oman) Ltd., while 34 percent 
belongs to Shell, 4 percent to Compagnie Francaise des Petroles, and 2 
percent to Partex. PD(O) buys back most of the Government's participa- 
tion oil for resale to Shell and the other private shareholders, but the 
Government sells 80,000 barrels a day directly to C. Itoh of Japan and 
Gulf Oil, making the U.S. one of the most important markets for Oman's 
petroleum. 


Although not a member of OPEC, Oman generally follows the pricing de- 
cisions and guidelines of that organization. During 1976, the Oman Gov- 
ernment took a vigorous role in negotiating prices with Shell; taxes and 
royalties on equity crude in 1976 were raised to 80 and 20 percent respec- 
tively, making Oman's rates about the same as those of other Gulf coun- 
tries. The main Government worry is that future production is no longer 
assured: petroleum production reached its peak in 1976 at an average lev- 
el of 368,000 barrels a day and will start declining in 1977. Overall pet- 
roleum reserves in northern Oman, where all the commercially producing 
wells are located, will be mostly depleted in 20 years, and pumping is 
becoming increasingly expensive. 


In order to balance this decline, PD(O) is placing almost all its explora- 
tion efforts in the southern province of Dhofar, which is believed to hold 
significant reserves of heavy-to-medium oil. Test wells have been 
drilled at the Amal and Marmul fields, but PD(O) is cautious about pre- 
dicting how much oil can be commercially produced, since results have 
been not altogether encouraging. Not only do the fragmented, ancient 
strata in Dhofar present problems in exploration and development, but 
Dhofar oil would have to be piped over steep cliffs to a marine pumping 
station vulnerable to severe summer monsoon weather. PD(O) expects 
whatever oil is produced will be costly and command less of a market 
price than light crude from the north. The Oman Government foresees 
capital investment for petroleum in the next five years at a level of $700 
million, most of which would be allocated to Dhofar. 


In order to spur development of new reserves, the Government is encour- 
aging exploration by independent oil companies, using production-sharing 
agreements as incentives. Sun Oil is drilling a well off southern Oman 
after finding traces of oil in a structure near Masirah Island in 1975. 





The French oil firm ELF/ERAP successfully struck light oil at depths of 
12,000 feet in the Straits of Hormuz northwest of the Musandam Peninsula 
early in 1976 and has recently started a second well. ELF and Sumitomo 
of Japan will start exploration of the Butabul concession in central Oman 
next year. An American independent, Quintana, has leased the Sunaina 
field in northern Oman and will start drilling in 1977. The Oman Govern- 
ment is trying to interest major American oil companies in three tracts of 
unexplored acreage in southern Dhofar. 


Petroleum-based industry is starting to get underway. While Oman now 
has to import all refined products, a $30 million topping plant to separate 
diesel oil and jet fuel from crude petroleum flowing to the coast is under 
consideration. In order to make use of nonassociated natural gas at 

Yibal in the northern interior, the Oman Government has decided to lay a 
20” gas pipeline 300 kilometers to the coast, using ENI of Italy as con- 
tractor. The project, which will cost $90 million, will largely be financed 
by Kuwait, Abu Dhabi, and the Arab Fund for Economic and Social Develop- 
ment. After completion in 1978, the pipeline will transport 130 million cu- 
bic feet per day of gas which will be used for running a cement plant, a 
power/desalinization complex, and other industry. Unless substantial 
new reserves of gas are discovered, however, Oman will probably not have 
enough gas to support LPG export or a petro-chemical complex. 


The Government is seeking to develop mineral deposits in northern Oman. 
Deposits of at least 20 million tons of copper ore (averaging 2.1 percent) 
in the north, near Sohar, will be extracted and refined at a cost of over 
$150 million; developing the copper will be a joint venture of the Oman 
Government (51 percent), Prospection Ltd. of Canada, and Marshall Ex- 
ploration of Houston. Asbestos and limestone are present in commercially 
producible amounts and will be used for local industry. There are also de- 
posits of chromite, iron ore, and phosphates, as well as 10 million or more 
tons of coal in the Shargiya, but more survey work wili be needed to deter- 
mine whether production would be economic. A West German firm is doing 
preliminary exploration in the Dhofar mountains which might hold exploit- 
able reserves of phosphates. 


INDUSTRIAL AND AGRICULTURAL DEVELOPMENT 


While a large portion of Oman's petroleum revenues continue to be directed 
toward infrastructure projects, the Government expects that overall civil 
development expenditures will decline substantially in the next five years. 
Road building, which has received the bulk of development money, will be 
hard hit in the future as the Government shifts funds toward utilities, air- 
port and port facilities, schools, hospitals, and housing. Civil aviation is 
being emphasized; a large international airport will be completed in Salalah 
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next year, and nine smaller facilities are planned at sites in the interior 
of northern Oman. A 6-million-gallons-per-day desalinization plant is 
now operating in the coastal area, and smaller facilities have been built 
or are planned in Musandam, Dhofar, and Masirah Island. The Oman Gov- 
ernment is planning to build 26 power plants, mainly in the interior of 
northern Oman, and will try to upgrade power generation and distribution 
in the capital area. 


The Oman Government expects substantially more development of the south- 
ern province of Dhofar now that the civil war is ended. Port Raysut near 
Salalah, now unserviceable during the monsoon, will be converted to year- 
round use and expanded to an annual capacity of one million tons by a 
West German firm, Hochtief. Roads, clinics, and schools will be built in 
the mountains, and electricity and telephone service will be extended to 
towns near Salalah. It is expected that other construction projects in 
Salalah will also expand, partly compensating for the decline in construc- 
tion in northern Oman. 


High priority is being given to agriculture, which has grown hardly at all 
in relation to other sectors of Oman's economy, and there are hopes of 
increasing total output to $90 million by 1980. The Government is explor- 
ing a doubling of agricultural acreage allocated to fruit and vegetables, 
mainly by making more use of cultivation in the eastern part of the north- 
ern mountains. Agricultural research and extension services will be pro- 
moted. An experimental beef cattle farm is operating near Salalah, with 
some hopes of eventually exporting beef to neighboring Gulf states, and 
there are dairy farms in Salalah and Sohar. The Omanis plan to expand 
date exports, using date processing factories at Nizwa and Rostaq. A 
Water Resources Council has been created in order to coordinate ground- 
water consumption by agricultural, industrial, and urban users. In addit- 
ion to economic benefits, the Government is emphasizing agriculture in 
order to stem the current migration from rural areas into the capital. Des- 
pite these efforts, however, the large number of expatriates in Oman and 
the changing diet of Omanis in urban areas have created a rising demand 
for imported foods. 


The Omanis are seeking to develop fishing from a traditional occupation 
into a sizeable export industry. A New Zealand firm is building a fish 
processing plant in Mutrah and cold storage facilities in Mutrah and 
Salalah, while a Japanese firm has been granted a concession to fish the 
waters between Masirah and the Kuria Muria Islands. There are plans to 
build tuna and sardine canneries and a fish meal processing plant in 
Salalah and to make Sur and Sohar important regional fishing centers. 


Omani hopes for industrial diversification will be enhanced by the com- 
pletion of the natural gas pipeline to the coast near Muscat. A 350,000- 
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ton cement plant which is under consideration would use the gas as fuel,, 
while a methanol plant, a sponge iron plant, and a bauxite reduction fac- 
ility are also possible. A cheap gas distribution network for a new resid- 
ential community near Seeb is also feasible. In addition to these gas- 
related projects, light industry is gradually increasing. A dairy products 
factory is now operating, and a flour mill, grain storage facility, tire 
retreading plant, and asbestos/cement pipe factory are already under con- 
struction. 


The Oman Government continues to encourage free enterprise and places 
few restrictions on the operations of foreign companies. Omani hopes for 
industrialization rest largely on increased investment by the private sec- 
tor, which up to now as focused mainly on real estate and trading opera- 
tions. (Government investment is now four to five times the level of pri- 
vate investment.) The Government will introduce tax exemptions, soft 
loans, and even some tariff protection for selected industries. Since there 
is no private equity market and firms have difficulty obtaining longer-term 
loans, the Government has established the Oman Development Bank, which 
will provide five-to-ten year loans to businesses in priority sectors of the 
economy as well as underwriting equity issues in some cases. 


Oman is developing close economic and financial ties with its neighbors 

on the Arabian peninsula. During 1976, Oman's Director General of Civil 
Aviation held the position of managing director of Gulf Air, which is jointly 
owned by Bahrain, Qatar, the UAE, and Oman. Oman has joined the Arab 
Monetary Fund and other Arab financial institutions. The Omanis have re- 
ceived substantial budgetary assistance from Saudi Arabia, while the Kuwait 
and Abu Dhabi Development Funds have contributed to the natural gas pipe- 
line and other projects in the Sultanate. The Omanis are also encouraging 
participation by private Kuwaiti and UAE firms. 


FINANCE AND FOREIGN TRADE 


Oman remains a net absorber of capital, due to continued budget deficits 
caused by heavy defense and development expenditures. Since 1975, the 
Oman Government has employed a program of fiscal stringency and sub- 
stantial external borrowing in order to maintain solvency. Despite these 
controls, current expenditures have continued to rise, and an estimated 
budget deficit of $90 million is likely in 1976. 


In order to maintain a more orderly process of financial decision-making, 
the Government has established a Development Council and other coordin- 
ating committees to impose tighter criteria on the selection of projects; in- 
dividual ministries can no longer approve projects over $29,000. The Dir- 
ectorate General of Finance has tightly centralized the management of ex- 
penditures for all ministries except Defense and is trying to maintain a 
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policy of financial caution in order to maintain business and banking con- 
fidence. Most project contracts are now awarded by the Tender Board, and 
foreign companies usually must pre-register with the Board in order to bid 
successfully on Government contracts. 


The recently-published Five Year Development Plan enables projects to be 
put into the overall framework of development policy. The Plan highlights 
the need for tight budgets and slower growth at least until the end of the 
decade, as petroleum output starts to decline. Funds will be shifted from 
infrastructure projects to development of rural areas and creating revenue- 
generating projects in the manufacturing, mining, agriculture, and fisheries 
sectors. Side effects of the economic slowdown include a sharp drop in the 
congestion at Mutrah port, a drop in inflation from 80 percent in 1973 to 15 
percent in 1976, and an expected decline in the foreign work force (partic- 
ularly construction workers from the Indian subcontinent) as ongoing proj- 
ects are completed. 


Oman's balance of payments has been under pressure during the last few 
years, as continued budget deficits have been used mainly to finance im- 
ports and payments to foreign contractors. Net foreign reserves have de- 
clined from $220 million in 1972 to less than $100 million in the autumn of 
1976. Oman's balance of payments has also been lowered by remittances 
from expatriate employees and continuing unrecorded capital outflows from 


Oman's private sector. 


Imports have leveled off in 1976, since the demand for consumer goods is 
becoming satiated and goods for construction projects are less needed 
now. Capital goods continue to provide the bulk of imports. Major im- 
ports in 1975-76 consisted of construction machinery, building materials, 
iron pipe, electric power generating equipment, foodstuffs, and such con- 
sumer durables as automobiles and air conditioners. Britain continues to 
be Oman's largest supplier of goods, but the Germans and Japanese also 
have a significant market share. 


The commercial banking sector continued to expand in 1976, with 19 com- 
mercial banks now operating in Oman. International banks from France 
and neighboring Gulf states have been particularly aggressive in providing 
competition to the British Bank of the Middle East and other established 
financial institutions. There are signs that short-term lending to importers 
and real estate developers may be reaching a saturation point, and the Cen- 
tral Bank of Oman may seek to impose tighter credit restrictions. Aftera 
sharp credit squeeze on local companies in the latter half of 1975, aggreg- 
ate bank loans rose almost 25 percent during the first half of 1976, and 
there was a substantial increase in the money supply; this expansion was 
made possible only by extensive borrowing from the head offices of foreign 
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banks in Oman as well as Eurodollar loans which have greatly increased 
commercial bank foreign liabilities. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. commercial exports in 1976 to Oman have leveled off after multiply- 
ing eight times between 1973 and 1975, largely because of high shipping 
costs, the entrenched position of British firms, and increasingly stiff 
German, French, and Japanese competition. Nevertheless, Omani firms 
as well as the Government continue to desire what they regard as reliable 
and high-quality American technology. U.S. exports in 1975 mainly con- 
sisted of cast iron pipe, light aircraft, automobiles, air conditioners, el- 
ectrical equipment, and agricultural and construction machinery. There is 
rising demand for American foodstuffs, and A&P has signed a contract with 
a leading Omani merchant family to provide management services and prod- 
ucts to a large supermarket in Oman's capital area. American firms export- 
ing to Oman usually must obtain the services of an Omani firm or agent, 
although certain types of consumer goods are often ordered directly from a 
manufacturer. Smaller, newly-established trading firms are often quicker 
in seeking U.S. products than the larger firms more oriented toward 
European suppliers. Attractive financing for capital goods is often very 
important, since German, French, and other European companies offer 
good packages. 


The majority of American firms with subsidiaries in Oman are concentrated 
in the petroleum and minerals sectors. Besides Sun Oil and Quintana, 
Williams Brothers International, Ray Geophysical, Sedco, and a number of 
other firms are involved in pipeline drilling or seismic exploration. Mar- 
shall Exploration of Houston is the majority owner of both Quintana and 
Prospection Ltd. Tetra Tech plays a key role in advising the Ministry of 
Agriculture, Fisheries, Minerals and Petroleum on utilization of Oman's 
hydrocarbon and water resources. In addition to the Oman Government in- 
dependent oil firms such as ELF are eager to obtain major American oil 
firms as partners in exp loration. 


American expertise is also helping to develop Oman's infrastructure despite 
stiff competition from British, German, Cypriot, and Lebanese firms. Pan 
American Airways now manages Seeb Airport and will manage a new civil 
airport in Salalah as well. Pan Am will also provide design and supervision 
of a flight information complex near Seeb Airport and will oversee purchasing 
and installation of navigational aids. The Federal Aviation Administration 
is providing personnel licensing, communications, and airport planning as- 
sistance to the Oman Directorate General of Civil Aviation. Louis Berger 

of East Orange, New Jersey, advises the Government on road construction 
and maintenance, and a Maryland-based firm, Grove International, has 


started work on a $70 million contract to build a road from the capital area 
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to an isolated region south of Muscat. American construction firms may 
find ample opportunities in the substantial commercial and residential 
construction planned in Ruwi in the next few years. 


A significant obstacle for American firms seeking projects is that the Ten- 
der Board is reluctant to award projects to firms not already represented in 
Oman. American firms already stationed in the Gulf would probably be able 
to bid for Omani contracts more easily than firms new to the Middle East. 
In any event, there will not be many big projects during the next few years, 
andit will probably be best for contractors to provide financing for their own 
projects in order to win jobs. Turnkey projects are no longer acceptable, 
as the Omanis expect foreign companies to contribute capital and manage- 

ment expertise and maintain an ongoing relationship to the project after 
initial construction. Oman'‘s tight budget position in ‘some cases has 
slowed payment to contractors. 


On September 9, the’Oman Government signed an agreement authorizing 
the operations of the Overseas Private Investment Corporation in Oman. 
OPIC is now able to provide insurance for American investors and contrac- 
tors operating here. There has been little American or other foreign direct 
investment in Oman so far outside of the petroleum sector, despite a 
laissez-faire Oman Government policy. 


Another fruitful area for American firms is financial services. Citibank has 
been established in Muscat since August 1975 and plans to open a branch 
in Salalah. Chemical Bank has a management contract with the Bank of 
Oman, Bahrain, and Kuwait. The American accounting firm of Arthur 
Anderson is advising the Directorate General of Finance and the Ministry 
of Defense on budgeting and cost controls, while other American account- 
ing firms are servicing private Omani companies. 
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